Abstract
Introduction
New digital technologies change radically the way that music is distributed and "consumed". The music industry should be foreseeing and adaptive to these changes, in order to maintain its competitive advantage. The last years' decrease in the sales of recording products worldwide and the consumers' denial of paying for music leads inevitably the music industry to revising its traditional business strategies. The profitability of the music industry can be maintained in the future only if consumers are willing to pay for the music they "consume", or alternative ways of revenue are found. The development of legal alternatives for music "downloading" does not only fight the Internet piracy, but also creates an opportunity for the development of new income sources.
The main purpose of this paper is the proposal of new ideas and solutions for the new face of the music industry. The existing music business models are classified and a new model, (The Sound-Embedded Advertisement Model) which is based on the advertisement model, is formulated and described. Its main idea is the distribution of free music with embedded sound advertisement spots of several sponsors. Although the study takes a theoretical approach, a practical analysis of the financial factors of the model is used to provide evidence on the model's applicability.
Existing Business Models in a Framework
Many researchers have investigated the ways, which may transform the face of music industry and several new business models have been proposed. Kwork, Lang, and Tam state that a music distribution model may succeed in the digital world only if the content is sufficiently protected [1] . Gehrke and Anding have proposed a peer-to-peer (P2P) system, according to which each user pays for songs downloading and gets paid for songs offering for download [2] . Different proposals from different points of view can be found at [3] , [4] and [5] .
As far as the recording production procedure followed the classic way [6] , there was only one business model: the traditional model. With the advent of the Internet and digital media, this model differentiated and, as a result, two new business models occurred: network models and hybrid models. An easy-to-use framework is presented in this paper in order to classify the models into 4 categories ( Fig. 1): 1. Traditional models (physical distribution / physical product) 2. Network models (online distribution / digital product) 3. Hybrid models (physical distribution / digital product OR online distribution / physical product) 4. Mobile distribution models A lot of the newly appeared models are classified as Network models, especially the purely Internet models (prevention model, ad-supported model, subscription model, music locker, ala carte, etc.). Surveys about these models could be found in [7] and [8] . The proposed model in this paper is based on the ad-based model (or advertisement model) and is presented in the next section.
The Sound -Embedded Advertisement Model
The proposed model of this paper can be seen in the next figures. It is a purely Internet-based model, without, however, prohibiting the selling of physical CDs through the e-shop. One can clearly see from the figures that the core of all the transactions and the component relations in the model is an e-shop (if we finally accept that there is no physical CDs distribution, then the shop does not even need a warehouse, so the model presents an absolute virtual shop). The central idea of the model is the distribution of music with embedded sound advertisements within a musical piece. The basic model can be called (and will be from now on through this paper) Sound-Embedded Advertisement Model (SEAM). If this basic model is integrated with the functions of other already existing models, then SEAM is modified into the Integrated Sound-Embedded Advertisement Model (ISEAM).
The basic model SEAM supports the one-way business-client relation, where the client uses the service absolutely free (therefore the term `client' proves to be improper -the term `user' will be used from now on). The user is able to download any number of full MP3 songs free of charge. However, those songs contain sound advertisements (just like radio spots) during the song. All the music files will lie on the central database of the e-shop's server and will be provided by the labels.
The economic structure of the basic model is explained next: Each company/ organization that is promoted through the musical songs pays the proportional value to the e-shop for the advertisement. Likewise, the labels themselves can promote their own products (e.g. a new release promoted in a song of another artist, even an artist belonging to another label!). These spots will also cost some money from the label to the e-shop. In order for any conflicts to be avoided, the distribution and the placement of the advertisement spots is suggested to be in absolute province of the e-shop, after an agreement with the stakeholders. In other words, since a song is added on the server collection, this could bear any advertisement spot.
The labels gain money from the e-shop in proportion to the downloaded songs. According to the SEAM model, the artists and the rest stakeholders are paid by the labels, so there is a profit margin for both sides (e-shop & labels). Indicative numbers and further analysis are presented in the next section.
A main parameter, which differentiates SEAM from ISEAM, is that in the second integrated model, the artists are paid directly from the e-intermediary, absolving the labels this way from portion sharing. The reason why this is possible in the integrated model is that the business-client relation is yet a two-ways relation (and the word `client' is proper in this case). This means more effective incomings for the e-shop, which can allow the artists rights payment again in proportion to the sold musical pieces.
ISEAM is not limited to free musical pieces offered to the customers. This is used as a promotional tool, so as the visitors to finally become subscribers of the site, either using a subscription model, or an a la carte model. Namely, the final aim is the visitors starting to buy full musical pieces, which are `clean', through the Internet.
Since the final aim of the integrated model is selling, more marketing actions must be taken by the owners of the e-shop, in order for the site to be more attractive to prospective customers. Although the stand-alone idea of free downloading of music files with embedded advertisements is really attractive, other traditional techniques can also be used (free samples downloading, e.g. 30 sec. of a song in low or high sound quality -with or without advertisements). Subscription of a small amount of people leading to increased revenues would result in greater flexibility at issues like co-operation with external sponsors, labels etc.
Is SEAM a profitable new way of marketing the music industry? A viability question addressed
The functionality of the proposed SEAM model is next analyzed. The numbers, presented in this section, are fictitious. They represent an ideal environment without deviations and can be considered as a simplified simulation of the model. Nevertheless, the data extracted from a real fact, enable the understanding of the financial issues associated with the model.
The aim of the economic analysis is to find a realistic pricing for SEAM, in order for the model to reflect the expectations of the sponsors and the music industry stakeholders. Working a posteriori, we try to create an accessible pricing for the advertisers, resulting in revenue of €1 for each downloaded song. Since this is possible, then the amount of €1 is proportioned to the involved parts in the digital music distribution market, just as the 99 cents are shared in the case of a single track selling through the Internet.
Since the advertisements in SEAM are much alike (from sponsors' view) the radio spots (but they also differ in many parameters), the advertising budget of a real radio station has been chosen as a basis for the model's pricing. The information provided here is based on real life data from a radio station (let's name it X) in Athens for the period March -May 2005. This particular radio station fixed the prices of the advertisement spots on a daily basis. The cost for 5 ad spots per day was € 700. The spots lasted 20-40 sec., so an average duration for a spot is 30 sec. X is considered as a radio station with middle ratings, so a realistic number of (each moment) listeners would be 50000. Because of several factors, for example many listeners can be the same (that is they listen to the same spot 2 or 4 times), or many listeners may not follow the advertisement spots at all or even turn to another station etc., what really counts is not how many people or how many times they listened to the spot, but the number of the real audience for the advertisement. In our example, we consider the audience size to be 50000 people. A summary of the data is presented in the following table. Table I . Advertising Pricing of a real radio station.
Sec / spot Plays / day Real audiences Cost (€)

30
5 50000 700
We consider that the ideal duration for a nonannoying advertisement that is embedded into a song is approximately 5 seconds. Based on this assumption, if a song bears only a 5-seconds spot and should be priced with €1/download (which is a real audience), then the following pricing is used. We can conclude from Table II that the billing for the advertisement is 1 / 5 = € 0,2 / sec. (1) Let's examine now what the sponsor really buys with the amount of € 700, instead of paying for radio advertising. This is essentially counted from the number of real audiences. So, we subdivide the paid amount with the times that the spot "plays" and we get: 700 / 1 = 700 plays. (2) However, this result is not the number of the real audiences! Contrary to the radio, where the audience listens to the spot just once, a downloaded SEAM file can be executed infinite times from the user's disk (resulting to proportional audiences), while the user could be alone, or with company (more people = more audiences, while the downloading of the file took place just once!). The strong hypothesis of the model is that the user downloads a piece, not for filling his hard disk up, but because he likes it and wants to listen to it, which means that he will listen to the spots in any case. Moreover, we cannot omit the copies of the downloaded file to other users, which cannot be controlled by the music portal by any means. These facts increase the number of the real audience and therefore we will define some possible weight factors: an average number of the file executions from the user could be 3, while the copies and the group audiences bear a weight factor equal to 5. These factors increase the number of the real audience if we multiply it with the result of (2): 700 * 5 * 3 = 10500 real audiences. (3) So, the sponsor buys 10500 real audiences with € 700 on this SEAM pricing basis, while at the case of the radio station this number is 50000. It is obvious that this pricing way is not so attractive and needs some improvement.
The improvement in question is related to the number of spots that would `play' during the song. A song lasts 4 minutes in average, and we suppose that a tolerable (for the listener) number of 5-seconds ad spots in it are 3. The spots could come from one or several sponsors. With 3 spots in the same piece, the pricing can be more effective, in order to reach the target of € 1 / song. The new pricing variables are presented in The cost for advertising is: (6) while (using the weight factors that were mentioned before) the real audiences come up to: 2000 * 15 = 30000 real audiences. (7) Although the real audiences resulting from this pricing way seem to be again less than the case of radiophone, things are not really like that. The peculiarities and advantages of the model that add value to its functions should be taken into account. The main important function of the model is the intelligent system of targeted advertisement. This option is desirable for any advertiser, but a radio station cannot offer it. Moreover, since a music file is "downloaded on demand" by a user, who is ready to listen to any embedded advertisement spots, the latter will reach their target for sure (besides that is the meaning of a real audience), an option that a radio station is again unable to offer. Taking into account these merits, the pricing is considered as rational and acceptable, and can bring in profits.
Further optimisation concerning the pricing can be applied with operations research. The optimisations can result from the change of several parameters, like the duration of the spots or the number of the spots within a piece (e.g. 4 spots of 5'' result to 42000 real audiences!), as long as research on the expectations and the psychology of the user is carried out (the music overloading with long-time spots may be annoying and lead the model to a flop). As it is mentioned in the beginning of the section, the calculations that are presented here are not absolute.
After the achievement of the desirable revenue per track at the model, what remains is the regulation of the revenue sharing to all the stakeholders. The choice is based on the already used distribution of the cost of a 99-cent digital audio track [9] since the digital files have the same needs with the already used approach of selling a single track via an a la carte model (Figure 4) . Figure 4 reflects the revenues sharing in the real world. The new distribution has little changes and can be seen in Fig. 5 . As it can be seen in Figure 5 , an obvious difference is the reduction of the record companies' percentage (from 48% down to 43%). This is due to utilizing the need and dependency of the record companies on the electronic music portals in the near future. This is more clearly explained in section 6 (Predictions). The labels are going to lose great portions of the new digital distribution music system, according to the "futuristic" literature. Also, some researchers refer to the artists' revolution and relief because of the Internet. Reckoning this point view, the consequence is that the creators par excellence of the music industry should be proportionately rewarded. This need for better music leads to a small (but important) increase of the artists' revenue. The SEAM model offers 10% revenue to artists, instead of 7% that the music digital industry offers nowadays (Fig.5) . Finally, credit card fees are not present in SEAM revenue sharing, since the consumer does not need to pay. However, a new kind of cost is added. This cost is about the systems for optional advertisement in specific target groups. The service of targeted ad systems is very important and a 7% cost is corresponded. 
Effectiveness of Embedded Ads
As it has been mentioned, the aim of the proposed model is to provide free legal music to the consumer. The old media idea of advertisers pay for TV and radio is applied to the Internet here in a novel way. The SEAM model provides the advantage of downloading free music over the Internet in such a way that selfselected radio play lists are created. The term "radio play lists" is used because the songs are listened to as in radio (with embedded advertisement), but the choice of the songs is done by the audient. Experiments on consumer's behavior towards the sound-embedded advertisements are currently conducted and the experimental results will be published in the future. The most important question for the proposed model to be answered is whether the customers accept embedded advertisements, and if yes, to what extent. The objectives of the experiments are the effects on the advertised products and the ad-effectiveness in order to underpin our calculation of the viability of the idea.
1. Comparison to a la carte model
In this section we present a direct comparison to a business model that makes profit out of music sales over the Internet. The a la carte model has been chosen (instead of the subscription model) because it applies on single tracks on a pay-per-track basis. This is closer to SEAM's essence, although the differences of the two models are obvious. I-Tunes makes use of the a la carte model. The differences are presented in Table  IV . 
Transferring of Music Files
Unlimited Limited
As it can be seen, both models are designed for music files downloading by the user. The main difference is that the user should pay for an a la carte download; while in the case of SEAM the downloading is for free. What we should notice here is that both models gain equally 0,99 cents (as shown in Section 4) per download. Both of them share the same revenue in a similar way. The source of income is different though. SEAM model makes profits out of the sponsors, while a la carte models charges the consumers.
Of course, the free downloads of SEAM model come with a price for the user. They contain the sound advertisements. The important point, however, is that the user is aware of that fact, so they cannot be assumed as spamming. On the contrary, an a la carte model provides original copyrighted work. An observation here is the legal aspect of the embedded advertisements. Of course, the labels should accept the remixing of their sound files with ads, since that pays (it is just like promoting a sponsor in a music video clip)! The idea of SEAM is also close to the philosophy of online streaming radio, but with the user 1 Digital Rights Management as an active audient that picks and listens to the songs he/she selected. So, legally the concept of the soundembedded advertisements is the same with the case of the (very appealing) in-stream audio spots of online radio. Also, some collecting societies are ready or will get to accept different forms of the recorded music as it is (remixed in favor of sponsors), because of the need for a profitable music industry [10] Let's examine now the limitations of both models. The a la carte model needs to invest in DRM technologies in order to conform to the DMCA (Digital Millennium Copyright Act). Such a compromise results to inherent limitations in the use of the downloaded files: the restriction policy determines how much freedom consumers have with respect to transferring and burning music files. Users of Apple iTunes can burn a playlist 7 times and transfer music files to up to 5 computers. Also, the Advanced Audio Coding (AAC) format of iTunes files is restrictive in terms of compatibility.
On the other hand, the SEAM model has no limitations on either transferring or burning tracks. Moreover, the proposed MP3 format for the model is compatible to all PCs and portable players (even iPod). However, the effective use of the ads during the song (without being annoying) hides some really interesting restriction (without using DRM technologies): the owner of the file obviously is not able to display the material in public or distribute it. This is because the music files are not separate from the advertisements, but mixed into a single sound file. So, a hacker is as able to remove the ad, as he is to totally remove certain music parts of a music file (melody, voice or some instruments)! Therefore, the idea of mixing provides a high level of security to the embedded advertisements against being removed illegally by hackers. Such an ad-embedded format gives also pleasure to the sponsors even in the case of distribution! And let's not forget that the audiences of the ad spots bring money to the model.
The SEAM model uses DRM technologies in another way. The online distribution technologies offer new ways to acquire information on consumers and products. Music sites can collect detailed user information, which allows them to make targeted offers to users [11] . DRM systems can successfully apply in SEAM model for efficient targeted advertisement.
Last but not least, we should mention the basic purpose of each model. As it can be seen SEAM models mainly aims at advertising and sampling of the songs (which is a promotion tool for selling music), while a la carte model aims directly at selling the content. We can observe from the previous discussion that the different objectives of these two models are the reason for the several differences. However, the two models are indeed supplemental! An a la carte model as counterpart of a SEAM model could result to great profits. A survey of Jupiter Research in 2003 showed that "internet users who do sample a lot are ready to pay for music, even more so if there is a charge per download than for subscription services" [11] . This is the spirit of the step towards ISEAM. The integration of SEAM (for sampling) with an a la carte model (for selling) could result to a viable solution for online music distribution.
Consequently, the ideal implementation of ISEAM model is the transition from the a la carte model to ISEAM, using SEAM as a powerful marketing tool that can offer unlimited legal free music to the consumers.
Predictions
Theoretically, the proposed model could be vital and successful under certain conditions. If we accept the fact that the future of the music industry is the distribution of digital content via Internet, then SEAM stands on the evolution peak, since it is purely a network model.
The key factor to success is the free service offering. Many different payment-based models may be successfully developed in the future, but free content distribution (even including embedded advertisements) will always comprise a tempting proposal, even if it concerns a user trial before the buying of the original recording.
An electronic model turns to be successful, only if it is widely accepted by people. SEAM (in particular) creates a perpetual circle of success: more and more people will download files and, as a result, more and more sponsors will promote their services through the portal. As long as these numbers grow, labels will repose their recording products to the portal. Moreover, the more the titles that are offered by the model are, the more the consumers will become, and the circle goes on the same way (Fig. 6) . The circle of the figure makes sense, since the consumers are the factor that `prescribes' the success of a market and the strategic moves of the stakeholders. Relative researches [12] have shown that the customers affect strategic decisions of labels the most (Figure 7) . Consequently, labels are `sentenced' to follow the proposed model, if it is to be accepted by the consumers. This is inevitable but may come late in time (labels have proved their latency in adopting new technologies, having being stuck to the old structure of music industry for a long time) [13] . We will try now to illustrate a future snapshot of the proposed model using numbers. We assume that 50 companies -sponsors advertise their products and services on SEAM. Each sponsor pays a monthly fee of € 700 for advertising according to the Improved Advertising Pricing of SEAM (Table III) , that is 3 spots of 5 sec. in each downloadable track. Since each sponsor buys 2000 plays of its ad spots, the total plays for all the spots that will be distributed within the songs for a particular month are: 2000 * 50 = 100000 plays, (8) which correspond to 100000 / 3 ≈ 33333 tracks. (9) The amount of the downloadable tracks (the same tracks may be downloaded by many different users, if for instance 10 users download the same song, we shall count 10 tracks) for this month is about 35000, which is a satisfactory number for a moderate development of the system in question. The revenues from the sponsors run into: 50 * 700 = € 35000. (10) As it can be seen from Figure 5 , the music portal will gain a net profit of 10% (€ 3500). The enterprise starts to show its feasibility with those numbers as a starting point. If the prediction of the success circle ( Figure 6 ) is valid, then the effect on the consumers and the labels will result in greater profits.
Finally, if we assume a small percentage of users adopt a subscription attitude in the integrated model ISEAM, then the revenues can grow rapidly! The model could be successful, provided the music industry promotes and takes advantage of it.
